To pool or not to pool by KHOO, Teng Aun & TAN, Kai Guan
Singapore Management University
Institutional Knowledge at Singapore Management University
Research Collection School Of Accountancy School of Accountancy
1-2013
To pool or not to pool
Teng Aun KHOO
Singapore Management University, takhoo@smu.edu.sg
Kai Guan TAN
Follow this and additional works at: https://ink.library.smu.edu.sg/soa_research
Part of the Accounting Commons
This Report is brought to you for free and open access by the School of Accountancy at Institutional Knowledge at Singapore Management University.
It has been accepted for inclusion in Research Collection School Of Accountancy by an authorized administrator of Institutional Knowledge at
Singapore Management University. For more information, please email libIR@smu.edu.sg.
Citation
KHOO, Teng Aun and TAN, Kai Guan. To pool or not to pool. (2013). Research Collection School Of Accountancy.
Available at: https://ink.library.smu.edu.sg/soa_research/1738
Singapore Management University
Institutional Knowledge at Singapore Management University
Research Collection School Of Accountancy (SMU
Access Only) School of Accountancy
2013
To Pool or Not to pool
Teng Aun KHOO
Singapore Management University, takhoo@smu.edu.sg
Kai Guan Tan
Follow this and additional works at: https://ink.library.smu.edu.sg/soa_research_smu
This Report is brought to you for free and open access by the School of Accountancy at Institutional Knowledge at Singapore Management University.
It has been accepted for inclusion in Research Collection School Of Accountancy (SMU Access Only) by an authorized administrator of Institutional
Knowledge at Singapore Management University. For more information, please email libIR@smu.edu.sg.
Citation
KHOO, Teng Aun and Tan, Kai Guan. To Pool or Not to pool. (2013). Research Collection School Of Accountancy (SMU Access
Only).
Available at: https://ink.library.smu.edu.sg/soa_research_smu/14
 1 
To pool or not to pool? 
Introduction 
Under the Singapore’s modified territorial tax system, the foreign sourced income (FSI) 
received or deemed received in Singapore is subject to tax unless otherwise exempted. To 
avoid having the same income from being taxed twice, foreign tax credits (FTC) are granted 
to resident taxpayers for the foreign tax paid (FTP) in the country of source against the 
Singapore tax payable on the same income.  Presently, we have two systems under which 
FTC can be granted, subject to satisfying certain conditions, namely the existing foreign tax 
credit system and the new FTC pooling system.  
Foreign Tax Credit System source by source and country by country (hereinafter 
existing FTC system)  
 
Under the existing FTC system, FTC granted is the lower of foreign tax paid and Singapore 
tax payable which is based on the Singapore effective tax rate (SETR), on each source of FSI 
received in Singapore, computed on a ‘source-by-source and country-by-country’ basis.  For 
example, the FTC for dividend income derived from country A is to be computed separately 
from the FTC for royalty income derived from country A; likewise, the FTC for interest 
income derived from country A is to be computed separately from the FTC for interest 
income derived from country B.  
 
Excess FTP will arise when the foreign effective tax rate (FETR) is greater than the SETR for 
any source of FSI and is not available for offset against the Singapore tax payable on another 
source of FSI under the existing FTC system nor will it be allowed to be carried forward for 
offset against future tax liability. 
New FTC pooling system 
With effect from YA 2012, Singapore resident companies may elect to claim FTC under the 
new FTC pooling system on any item of FSI which meets certain qualifying conditions1 
(qualifying foreign income).  FTC is now granted based on the lower of the pooled foreign 
taxes paid on the qualifying foreign income (QFI) and the total Singapore tax payable on 
these QFI.  In this way, any excess FTP on any source of QFI that is disregarded under the 
existing FTC system is now available for offset against the Singapore tax payable on another 
item of QFI under the new FTC pooling system.  It thus has the potential advantage of 
reducing the overall Singapore tax payable.   
The purpose of this article is to explore whether and under what situations the new FTC 
pooling system will be  better than the existing FTC system. 
Factors affecting SETR 
 
An important factor impinging on the FTC is the SETR.  The amount of partial tax exemption 
(PTE) given to companies in turn has bearing on the calculation of SETR. PTE is given on 
the first $300,000 of their normal chargeable income (NCI) as follows: 
  
                                                          
1
 see IRAS e-Tax Guide “Income Tax: Foreign Tax Credit Pooling”, published 22 June 2011, pages 2 and 3  
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Table 1 
 
 NCI % of NCI exempt Tax exempt amount 
First $10,000 75 $7,500 
Next $290,000 50 $145,000 
Total $300,000  $152,000 
 
Although the prevailing corporate tax rate is 17%,  depending on the level of NCI, the SETR 
ranges from 4.25% to somewhat less than 17% once the PTE is taken into account. 
 
Table 2 
 
 NCI (including the FSI) 
before deducting the partial 
tax exempt amount  
Marginal tax 
rate of every 
dollar of NCI 
 
SETR 
(i) NCI ≤ $10,000 4.25%  = 4.25% 
(ii) $10,000 < NCI ≤ $300,000 8.5%  4.25% <  SETR ≤ 
8.358% 
(iii) NCI > $300,000 17%  8.358% < SETR <17% 
 
Note that the amount of FTC granted is based on the lower of the SETR and the FETR. Other 
than NCI which is $10,000 and below (see Table 2, row (i) above), the marginal tax rate for 
each dollar of  NCI that is greater than $10,000 will always greater than the SETR which can 
range from > 4.25% to <17%.  
 
Tax computations 
 
In all our illustrations, we assume that there is a local trade source income of $20,000 
chargeable to tax.  
Tax payable for  the trade income asas computed in Table 3 below is  $1,275 after taking into 
account the partial tax exemption. 
 
Table 3 – Tax computation (Trade income only) 
 
  
 $ 
Trade income 20,000 
CI before PTE 20,000 
Less: PTE 12,500 
CI after PTE 7,500 
  
Tax @ 17% 1,275.00 
Less: FTC - 
Net tax payable 1,275.00 
  
SETR (=1,275 / 20,000 x 100%) 6.375% 
 
In Table 4, we take into account two additional sources of QFI ($1,000 interest income and 
$2,000 royalty income) and one source  of FSI (dividend income) that qualifies for tax 
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exemption under the FSIE regime.  Table 4 shows the Singapore tax payable of $1,530 before 
taking into account the FTC.  
Table 4 – Tax computation before FTC  
(Trade income + Foreign interest income + Foreign royalty income) 
 
Tax computation   
  $ 
Trade income  20,000 
Foreign interest income A 1,000 
Foreign royalty income B 2,000  
Foreign dividend income 
- s13(8) exemption 
C - 
CI before PTE D 23,000 
Less: PTE  14,000 
CI after PTE  9,000 
   
Tax @ 17% before FTC E 1,530.00 
   
SETR (E/D)  6.652% 
 
We will now consider three different scenarios involving FSI with varying FETRs for the two 
sources of QFI as follows: 
 
Table 5 – varying FETRs to be greater and/ or less than SETR 
 
 FETR* for QFI Higher or Lower than 
SETR 
 Interest 
income 
Royalty 
income 
 
Table 6 3% 5% Both lower than SETR 
Table 7 7% 15% Both higher than SETR 
Table 8 3% 15% One lower and one 
higher than SETR 
* We assume that the headline tax rate of FSI qualifying for FTC pooling 
system and FSIE to be at least 15% though the FTP on these FSI may not be 
at least 15%. 
 
Table 6 – Tax computation after FTC  
(FETR:- 3% for interest income; 5% for royalty income) 
 
 Existing 
FTC 
system 
FTC 
pooling 
system 
 $ $ 
Tax @ 17% before FTC (from Table 4) 1,530.00 1,530.00 
Less:  FTC (see Table 9) 130.00 130.00 
Net tax payable 1,400.00 1,400.00 
 
Table 7 – Tax computation after FTC 
(FETR:- 7% for interest income; 15% for royalty income) 
 
 Existing 
FTC 
system 
FTC 
pooling 
system 
 $ $ 
 4 
Tax @ 17% before FTC (from Table 4) 1,530.00 1,530.00 
Less:  FTC (see Table 9) 199.56 199.56 
Net tax payable 1,330.44 1,330.44 
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Table 8 – Tax computation after FTC 
(FETR:- 3% for interest income; 15% for royalty income) 
 
 Existing 
FTC 
system 
FTC 
pooling 
system 
 $ $ 
Tax @ 17% before FTC (from Table 4) 1,530.00 1,530.00 
Less:  FTC (see Table 9) 163.04 199.56 
Net tax payable 1,366.96 1,330.44 
 
Table 9 - Computation of FTC 
 
 
 
 
 
 
 
 
 
 
 
 
  For 
Table 6 
For 
Table 7 
For 
Table 8 
FETR for foreign interest income  3% 7% 3% 
FETR for foreign royalty income  5% 15% 15% 
     
Existing FTC system    
Foreign interest income     
Singapore tax payable  
A/D x E 
x1 66.52 66.52 66.52 
Foreign tax paid y1 30.00 70.00 30.00 
FTC= lower of (x1) and (y1) z1 30.00 66.52 30.00 
     
Foreign royalty income     
Singapore tax payable  
B/D x E 
x2 133.04 133.04 133.04 
FTP y2 100.00 300.00 300.00 
FTC= lower of (x2) and (y2) z2 100.00 133.04 133.04 
     
Total FTC (z1 + z2)  130.00 199.56 163.04 
     
FTC pooling system    
Singapore tax payable      
Foreign interest income 
A/D x E 
 66.52 66.52 66.52 
Foreign royalty income 
B/D x E 
 133.04 133.04 133.04 
Total Singapore tax payable  x3 199.56 199.56 199.56 
     
FTP     
Foreign interest income  30.00 70.00 30.00 
Foreign royalty income  100.00 300.00 300.00 
Total foreign tax paid y3 130.00 370.00 330.00 
     
Total FTC = lower of (x3) and (y3)  130.00 199.56 199.56 
Excess foreign tax paid disregarded (x3 –
y3) for FTC pooling 
 0 170.44 130.44 
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Observations and  analyses: 
 
1. The net tax payable shown in Tables 6 to 8 (under both the existing FTC system and 
the new FTC pooling system) is higher than the net tax payable shown in Table 3. In all our 
illustrations2  whenever there is taxable FSI received in Singapore, there will be additional 
Singapore tax payable32.  Why is this so?  In our illustrations above, since  $10,000 < NCI ≤ 
$300,000,  each dollar of FSI received in Singapore is subject to tax at a marginal rate of 
8.5% (see Table 2).  However, the maximum FTC granted is not based on 8.5% but on the 
lower of FETR and SETR. As the SETR can range from a minimum of 4.25% to a maximum 
of 8.358% for $10,000 < NCI ≤ $300,000, the maximum  FTC granted will be at the rate of 
8.358% which is always less than the marginal rate the FSI is being taxed in Singapore.  This 
is also true for NCI > $300,000 as the SETR will never be exactly 17% but the marginal tax 
rate for NCI > $300,000 is 17%.. 
  
In Table 6, for each source of FSI received in Singapore, the FTC granted is based on the 
lower of the FETR and the SETR (6.652%). As the FETR for both sources are lower than 
SETR, the FTC granted is at the FETR, 3% for interest income and 5% for royalty income 
(see Table 9).  However, each dollar of FSI received in Singapore is subject to tax at a 
marginal rate of 8.5%. This explains why there is an increase in  Singapore tax payable from 
$1,275 in Table 3 to $1,400 in Table 6. This increase of $125.00 can also be derived by 
taking into account  
a)  [($1,000 @ 8.5%) - $30] and  
b) [($2,000 @ 8.5%) - $100] after claiming the FTC when compared with the tax 
payable of $1,275.  
 
 
2. Focusing on the net tax payable in Tables 6 and 7, electing for the new FTC pooling 
system does not always give rise to lower tax liability than the existing FTC system. where 
either every individual FETR is ≤ SETR or ≥ SETR. However in no situation will FTC 
pooling system give rise to higher tax liability than the existing FTC system because FTC 
granted in FTC pooling can never be less than the FTC granted in the existing FTC 
system.Under the existing FTC system, the FTC granted will be at its maximum when the 
FETR of each FSI source ≥ the SETR (see Table 7 where the FETR for both interest income 
and royalty income is > SETR).  Thus no further tax benefit will be derived from electing for 
the FTC pooling system instead of the existing FTC system.  
 
3. However the net tax payable of $1,330.44 in Table 8 is lower under the FTC pooling 
system than the net tax payable of $1,366.96 under the existing FTC system. The difference 
is due to the ability to utilise the excess FTP for the royalty income to offset against the 
Singapore tax payable in respect of the foreign interest income.  This will only arise when we 
have two or more sources of FSI received in Singapore, and the FETR of at least one source 
of FSI (in this instance 3% for interest income) < SETR (6.652%) and the FETR of another 
one or more source(s) of FSI (15% for royalty income) ≥ SETR (6.652%). Electing for the 
FTC pooling system in such a situation will bring about an overall lower Singapore tax 
liability.  
 
                                                          
2 If there is no local source income, FSI remittance up to $10,000 may not be paying additional tax provide the FETR is at leat 4.25%. 
32
 If FSI qualifies for tax exemption under the foreign sourced income exemption (FSIE) regime, there is no 
additional tax payable.  Does it mean that it is always beneficial to claim exemption?  This issue will be 
addressed in our forthcoming article.  
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4. Pooling a FSI source with higher FTP does not necessarily lead to tax savings as can be 
seen in Table 7 (where the royalty income FETR is being increased to 7%) as there is a limit 
in which FTC is granted namely the SETR. Thus there is excess FTC that is unutilsed in 
Table 9 as the SETR is lower than FETR. 
 
5. Comparing Table 6 with Table 8, we have a lower tax payable when the FETR for 
royalty income is 15% (Table 8) than when the FETR for royalty income is 5%  which is less 
than the SETR of 6.652% (Table 6). Thus, FSI with a higher FETR will bring about a lower 
tax payable than one with a lower FETR,provided the weighted average  FETR is less than 
the SETR.  
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Conclusions 
 
From the analyses above we can conclude that FTC pooling may not always better than the 
existing FTC system but it can never be worse off than the existing FTC system. Secondly 
the maximum limit whereby FTC is granted is based on the SETR where FETR is greater. 
Therefore in such instances, additional amounts of FSI remitted may not necessarily lead to 
additional tax savings as the limit FTC granted may have been reached.  
 
In this article, foreign sourced dividend income has been excluded from the NCI since it 
qualifies for tax exemption under the FSIE regime. In our next article we will examine  
whether it is more beneficial to claim exemption for the FSI qualifying for exemption under 
the FSIE regime in the context of the FTC pooling system. 
 
 
